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THIS IS UNEVALUATED INFORMATION

PRINCIPLES AND FRACTICE OF ECONOMIC PLANNING IN CHINESE INDUSTRY

Chin Min~ch'iu

[Summary: This report contains information on the following as-
rects of economic planning in industrial enterprises in China: pro-
duction, materiais, labor, costs, finances, capital construction, and
inspection and supervision.

Such factors as quotes, wage sceles, a receipts and disbursements
balance sheet, working capital, depreciation, and construction costs
are also discussed.]

A. Introduction I

1. The development of the idea of a planned economy accompanied and fol- '
loved the Bolshevist revolution, and it has undergone many vicissitudes. For 1
China, the basic tasks of economlc planning are: -

a. To assure the independence of the people's economy, get rid of !
foreign capitalistic restrictions, and repel the encroachments of capitalistic
nations.

b. To fortify the achievements of the people's government, so that
each element of the economy way accomplish its proper function under national
economic leadership and develop along prescribed lines.

c. To assure uninterrupted and balanced production on an expanding

scale.
d. To abolish detached and unregulated production. ) 1
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with a socialist governuent, cises full apg
direct control; -private ownership,
direct. The economy of a New
8 in transition, constantly moving in the di-
5m, and as state domination increases, private control ang
As time goes on,

government planni ol of industrial
enterprises will increase.

2. Planning for industry 1s ap organic part of the planning for the na-
tional economy. It is the economic foundation for strengthening the position
of leadership of the industrial workers in the people's government.

B. Steps in the Economic Planning of an Industr
___.________________________5______________2

There are siyx categories of plans involved, those having to do with fi.
nances, capital ¢onstruction, Custs, supply of materials, labor, and produc-
tion; the last four 1ie in the field of production planning.

Planning for next year's g
third quarter of this year,
advance. For g particular
Jectives:

templateq operations,

whether the payroll is )

went to laborers. Ip g light industry, the Proportion is usually 15 percent
of the former ang 85 percent of the latter, 1¢ estimates depart from this
usual standard, the reason must be determined.

b. Those pertaining to qualities which include sych considerations
&s productivity and average vége of labor, waste of materials, cost of particu-

lar operations, speed of turrover of operating capital, allocations restricting
use of working capital, etc.

These objectives must be considered in the light of current and prospec-
tive economic conditions, ang conclusions shoulq be summarized ip g statement

to be submitteq to higher lon and decisions. Such a state-
went should contain g h as:

8. An analysis of the experiences in productiop during the Preceding
period. For instance, the lossqs_sustained and the reasons therefor.

b. An aralysis of the work quotas and how lmprovements might be real-

For instance, a certain factory formerly produced & vercent of inferior

quality cloth, but reduceg that to one bercent; why was it not possible to re-
duce the ratio of inferior cloth 5111l further?

C. . A study of the 800d points of the best workers; and a summary of
the constructive suggestions of workers, technicians, engineers, and office
employees.




r

’ .

'
D .
S i

2011/08/31 IA-RD80-00001-

"o : ’Lll | ! ) L

50X1-HUM .

ds A study of the experiences of other enterprises from which helpful
ideas may.be gained.

Summarizing the above points, the procedure for formulating plans for an
industrial‘enterprise is as follows:

* 8. Consider the experience of the preceding peried, analyze, evalu-
ate, revise ang Prepare a summary with pew targets, '
L :

b. Have s discussion of this Summary statement by all parties con-
cerned, including representatives of the workers, and prepare a provisional
plan for submission to the higher levels,

C.  When the higher levels have examined and approved this provisional
plan, it then has the effect of law, Thereafter, all in the enterprise must
undertake to complete or surpass this approved plan.

Controlling estimates frop higher levels deal with the following matters:

R - Quantity of over-all production expressed in terms of the prices
at which goods leave the factory

b. Quantity of commercially marketable goods expressed in the same
terms - :

Zéﬁantity to be préduced of eéch particular king of goods
d. Major repairs
e; Newvcapital construction
. Number of workers and the working rate
€. Total amount of the payroll

: - Guaranteed quality of the fuels, raw materials and semiprocessed
materials :

Estimated budget of receipts and disbursements
Ratio of reduction of costs
"Amount: of net gain
"The size or capacity of all of the departments of the enterprise should
be in balance, each with the other; hence all should be a party to the plan-
ning.

The quota system has evolved from quotas based on past experience to
quotas based on technical economics. The former is unscientific, since it
depends on inert records without analysis or technical bvasis. The latter is
based on a combination of technical considerations, economic analysis, and
statistical Tecords, and hence is more scientific.

Work quotas are of several sorts, such as:

.a; A8 to the quantity to be produced within a certain time.

b. As to the standard of quality of products.

-3 .
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c. As to time, i.e., t

he period of time allowed for the completion of
a certain task, such as for one

tractor.

d. As to consumption, either as to quantity of materials used, or as
to the production-consumption ratio.

e. As to the number of employees.
&s the physical competence and technical ski
to operate a specified number and kind of to
of one kind or grade of employees to another

This concerns such conslderations
lls of workers of different kinds
ols or machines, and the proportim

f. 'The rate of depreciation.
nining depreciation is as follows,

The formula presently in use for deter-
The rate of depreciation equals the full
tal asset minus the proceeds obtainable from

In setting a quota for quantity or quality,
vhat is called the upper average quota.

low 'standerd of the past or present and
vorkers, such as Stakhanov. It should no
metical average of the performance of all the workers; rather, it should be :
the average of the performance of the more asdvanced workers. Hence it is !
called the upper average quota. To illustrate:

the figure adopted should be
It should be somewhere between the

he high standard of exceptionally able
t be determined merely by the arith-

Suppese the production data of a certain factory are as indicated below:

~ dan Teb Mar Apr May Jun ;
Man-hours of labor 7600 7800 8000 8500 8000 7900
Output in tons 3500 4200 4600 5600 5200 5100
Hours used per umit 2,171 1.857 1.739 1.518 1,538 1.548

The arithmetical avera
lovw hour. per unit figures r
three figures which are bel

ge of the above hours per unlt is 1.729 hours. The
epresent the best performance. The average of the
oW the arithmetical average is 1.535 hours. It is
this figure, 1.535, which would be the upper average quota. The above example
is intended merely to illustrate the principle involved. In actual practice,
certain other considerations must be taken into account. A mechanical conform-

ity to a formula should not be permitted to take the place of, or exclude, the
findings of economic analysis.

C.. Plans Pertaining to Production

1. Production is intended t
or produced and services of an ip
those involved in the manufacturi
as repairs, capital construction,
or pover, etc.

0 include both articles or goods that are made
dustrial nature that are performed apart from
ng process. The latter refers to such things
installations, supply of heat, light, water

2. The correct viewpoint from which to formulat

e plans pertaining to pro-
duction is the socialist

viewpoint which imposes two considerations:

&, The plans should accord with the economic needs of the country as
indicated by the higher authorities;

b. They should

provide for a continuous increase in the rate of pro- :
ductive development.

L . N
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3. The components and procedures of production plans are es belows

Components:

&, Plans as to quantities of products.

b. Plens as to technical organization and processes.

c.
quired.’

Order in which quotas should be settled:

a. Xind, quality end number of items to be produced
b. Working hours (number of shifts; etc.)
c. Construction and repair work
d. Use of equipment, machinery

‘e. Materials, fuel, power, man-hours ;equired

_'. Cn;culations to be made ;n basis of above quotas:
. a. Cépacity of utilization of equipment
b. Vélume of output

c. Work output for construction, installations,

repairs, and fer
end products

Plans concerning the quantity of goods to be produced.

Plans concerning technical organization and processes.

. " Calculation of the actual énd-potential productive capacity of the
@gchaniéal‘equipmgnty s :

D. ’»Plans Pertaining to Supply of Materials

These plans must take into account the rate of marketing of the products,
for thie has a bearing on the turnover of working capital funds ang the rate
at which rav materials will be needed. In a country operating on a planned
€conomy, this matter is of considerable importance. One reason for this is
that if the supply of materials, whether rav material
is not properly scheduled and the schedule strictly a

intended sources of"
Bupplies,-and the rate of needed deliveries. The different requirements for

which planning must make provision are principal raw materials, secondary ma-
terials, miscellaneous supplies, fuel, electricity, materials needed for con-
struction and repairs, and sundry articles. The quantities needed of each
kind should be caleulated in detail, based, for instance, on such factors as
the amount of iron, brass, copper, -rubber, insulated wire, bolts and screws,
etc., needed for each motor that is to be manufactured. Similarly, the

amount ‘of electrieity required for power and light should be calculated in de-
tail, based on the degree of i1llumination, vworking hours, season of the_year,:

power required for operating each machine tool, and number of machines.

-5-

Calculations and plans as to equipment, space, and power re- -
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E, Plansg Relating to Labor
————————=28 To labor

The most important questions
production, the n

to be employed, the vage level, and the to-
tal amount of the payroll.

To systematica ra
planners. Such a methodi

The measurement of the rate of produc-

uantity of the product, (b) by money value of the
product, (c) by percentage of the work quotas accomplished, Or, as in the cage
of large-scale production by m

achinery, by measuring the number of man-hours
some definite unit of goods,

> one of the main guidin

hould be proportional to labor,
the rate »f pay should take both Quantity g

One wage system is the piecework system;

g principles is the
The determination of
nd quality (skill) into account.
another systenm 1is one that is baseg |
worker 's gkill or ability. The lat- :
pted when the former is not practicable. Payment on the
hour, day, or month. In China, under
is most prevalent, As to skill or
elght classes or grades, the highest
and the lowest grade being a gwage 8 workman,

+0 for the lowest
The following

des of workmen
«0 to 3.6, and the other from
1.0 to 3.2. '

present conditions, payment by the month
ability, the workers are classified into
grade being a grade. 1 workman,

Grades of Workmen
S——==_0! Workmen

1 2 3 L3 3 6 1 8
Coefficient 3.6 3.0 2.5 2.1 1.75  1.45 1.20 1.0
Coefficient 3.2 2.1 2.9 1.94 1.6k 1.39 1.18 1.0

In the mechine shops,
Per hour. Where the ¢

the standard unit wage for grade 8 workmen is 1500 yuan
wage of a grade 1 work

ormer range of coefficients is in effect, the hourly
man would be 1500 times 3.6, or 5L4oo yuan,

the national economy, \
their arduousness, and their i ‘

The occupational categories
are as follows: .

First category -- coml mining, smelting, and similar industries,

Second categor
power industry, ang
drochloric acigs.

Y -~ metallic ore mining,

petroleum production, electric '
chemical industries worki

ng with sulfuric, nitric ang hy-

Thirg category -- manufacture

of machinery ang elec
hicles, and consiruction materials,

trical apparatus,- ve-
and chemical industr :

ies in general,
Fourth category -- the textile, paper, and'tanning induétries.

Fifth category -- industries
hides, processing of cereals and f

pertaining to clothing ang bedding,
matches.

furs and
oodstuff; in general, tobaceo, soap

and

-6 -
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In the gradeg wage-scale system, the coefficients for the respective | '_m
grades of workmen, within the range that has been adopted, are determined by

two methods. The first method may be called the method of
gression, i.e,, the differential between any two consecutiv
ing least at the lover end of the secal
of the scale. The folloving teble shows in one line the co
grade of workmen through & range of from 1.0 to 3.0

the increasing differential. Thig range of coefficients angd

.
; b :
gression method of determining the intermediate differentials . ' & |
occupations in categories 1, 2, ang 3. 1 !

Grades of Workmen
———=2 21 Wormen !
1 2 3 L 5 6 7 3 :
Coefficients 3.00 2.55 2.17 1.85 1.58 1.35 1.16 1.00
{

Differential 17.65 1751 17.30 17.09  17.04 16.38 16.00
ratios

The second method is a modified Cumulative progression method, where the
differential ratio is taken as 16 bercent, ang, beginning with 1.0 as a base,
this ratio is maintained throughout the series, resulting in the highest co-

efficient of 2,84, This scale of vages 1s illustrated in the table below. It
applies to occupations ip categories § ang 5,

Grades of Workmen
Z—==2 O wWorkmen

1 2 3 L 5 6 7 8 ?

Coefficients 2.8y 2.4 2,10 1.81 1.56 1.35 1.16 1.00

Differential 16 16 16 16 16 16 16 -

) ratios

The base pay for a grade 8 vworkman, 1in a category No 1 ¢
a5 coal mining, is 105 "fep", The pay of a grade I

ccupation, such ;
1.85 equals 194 “fen",

workman would be 105 times

The base pay for a-grade 8 workman in a categor
textiles, is B8 "fren". mhe pay of a grade 1 workman would be 88 times 2.84
equals 250 "fen", [The term "fen", as useq here, is
devised and ‘determined by the government to circumvent the
of the currency, which is based on the value of a numb
day life such as one bag of flour, 10 meters of cloth,
one kilogram of edible oil, ete.]

If a wage scale has been adopted, the total amount of the payroll can be
calculated, and with that, it is possible to ascertain what percentage the
payroll is of the ‘total cost of the product. ’ :

-~

L. A1l wages pald directly for labor performed on the time basis,

accond-
ing to the wage seale.

2. All wages paid for piecework labor.

-7 -
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3. Awards or bonuses for quality, economy, or -other consideration.

k. Percentages for gross receipte] shared among the workers; or commis-
sions (applicable in businesses not using wage scales),

5. Cost of forms of reward other than those mentioned in item 3, such as
vacation expenses or attendance at a convention, in recognition of good per-
formance.

6. Extra pay given in consideration of Special living conditions, un-
healthy or dangerous conditions of labor, such as in match factories or cheg-
ical plants.

T. Cost of other forms of compensation, such as allowances for housing,
food and other living expenses, when paid directly to the vworkers. This item
does not include expenses to the company of free company-housing or free vater
supply when there is no direct payment to the workers,

8. Supplementary wages or salaries paid to Persons not directly engaged
in production.

The payroll should not include the Tollovwing items:

1. Single payments of costs of inventions, technical improvements, r.-
tional suggestions, and expenses of propaganda movements to increase produc-
tion.

2. Reserve funds set aside for labor insurance, operating expenses of
labor unions, unemployment compensation.

- 3. Traveling expenses of groups of laborers transferred to different
work sites, angd expenses incidental to iransfers,

L, Expenses incidental to termination of employment,

When the total payroll costs have been determined, it is possible to make
computations as to average wage per hour, per day, per month, per quarter, or
periyear. The average wage per unit of time, or per piece, or other quantity,
is of great importance for several reasons, particularly for cost accounting
and financial rlenning, China is.constantly rising. 1In
1949, the vage level was 27 percent higher than in 1948; in 1950 it was 12.5
percent higher than in 1949; and in 1951, 1t vas 15 percent higher then in
1950. However, the system of different rates of pay for different kinds of
occupations and for different degrees of experience and skill should be pre-
served.

F. Planning Costs
=D _LOSts

Raw materials, and other main supplies;

Secondary or accessory materials or articles;

Fuel, whether used in the production process or for generating power;
Motive power purchased from outside; .

Salaries and vages;

Adjunctive. payroll costs;

Depreciation, reckoned accord
All

N .‘
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8. Other’ expenses; not cha

rgeable under the above headings
surance, rent of buildings

; Such as in-
» postage and telegraph charges.

The following items should be added to or deducted from the production ;
cost figures:

1. Deduct the value of discarded material, or scrap,
2. Deduct cost of activ

ities not directly incurred in connection with
the production of products.
3. Add amounts expended during the preceding period on account of this
perioﬁ. . -

Deduct amounts expended this period on account of the next ensuing
periecd.

Factories include production costs, management costg and selling costs.

The chief ways to reduce production costs are;

1. 1Increase and improve the use of fixed capital;
2.' Economize on materials and expenses;

3. Reduce management costs and non
L. Raise vage level and thus increase lab

9+ Improve labor coordination and organiz H
6. Moke greater us

nd less on human labor.

G. Financial Planning

The principal document used in financial planning is the Receipts ang
Disbursements Balance Sheet. It should embrace the Tindings of all subsidiary
calculations,‘so as1+to have them available for analysis, It is indispensible
25 a basis for decisions of the utmost importance. The three principal com-
ponents of the Balance Sheet are:

1. Working capital; sour
2Lu"FixedAcapital; buildi
3. Gain-and Loss Dblans.

ces and quotas.
ngs,-installationr, equipment.

For more detniled indication of it constituents, see the following chart.

~9 -
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Financial Planning

Balance Sheet
T

Sources of

Receipts and {_ﬂlGain and Loss
Working Capital

Disbursements Plans

Production
Expense Plansg

Banks'

Depreciation
Credit Loans

Reserves for
Plens for set quotas ————{fﬁjor Repairs Costs of Indus-
.of working capital trial products
Marketing plans
. for industrial
“{_ﬁfﬁta of capital needed for purchase of

products

rav materials, fuels, secondary materials, etc.

__4;gyota of capital for semiprocessed articles

Quota needed for articles in process ofr
manufacture

Quota heedeé for purchase of manufactured
articles

Quota needed for expenditures to be allocated
and charged to specific accounts

Working capital is néeded for four wain purposes:

1. Capitel that is held in reserve for production.
of meeting the cost of materials and supplies, which usua
percent of this category. Coal mines and oil
to buy raw materials.

This for the purpose
11y constitutes about
-well enterprises do not have

2. Capital that is to be used on unfinished products in process, This
is needed in connection with such work as shipbuilding which requires a long
period for completion before the ship can be sold and Yield income. )

3. Capital that is used in connection with finished products. This is
frequently needed in a business of & seasonal nature, where stocks of finished
goods have to be held for several weeks or months before selling.

4. Capital needed for purposes other than the three mentioned mbove. In
this category are such items as cash in hand for current use, and money for
payments that must be made in advance.,

Working capital may be of two kinds: () the company's own funds (herein-
after referred to as company funds), and (b) borrowed funds. In the case of a
state-owned enterprise, the company funds portion of its working cepital is
that given to it by the government on a long or indefinite basis, and for
which, within the limits of legelity, the company has full freedom of use and
full responsibility, the same as for its other property. The amount of com-

pany funds is determined in the light of certein considerations that will be
indicated below.

- 10 -
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The sources of borrowed capital are mainly loans from government banks, "-n
but they may include funds used as vworking capital which are legally received i
in advance, or held for deferred payments, in accordance with the terms of 7@;
some contract or agreement. They may be used in the same vay as company ‘;,
funds, but 1t must be remembered that they are really of the nature of bor- ‘& N
roved funds; by some people they are referred to as quasi-company funds., Op e
8 statement of assets and liebilities, they are classified as fixed charge
indebtedness. fTheir elements, as ruled by the government Board of Estimates, '
may include wages payable, guarantee funds that have been received, deferred (] o

Borrowed funds, mainly credit loans from a government bank, may be di- ! e i
vided into five categories:

( 1. Ordinary fixed amount credit loans. The amount is set at a certain
proportion, approved by the government Board of Estimates, of the requirements
of working capital needed by the company in the light of the nature and volume
of its business, Usually the proportion is 90 percent, leaving the 10 percent
balance to be arranged, if hecessary, with the banks op othker than & credgit

loan basis.

2. Seasonal credit loans.

: 3. Short-term credit loans to help finance 8o0ds whose movement is slug-
\ gish.
.}

L. credit loans in excess of ordinary fixed amount loans, needed because
of such reasons as slow turnover or capital due to transportation delays, or
overstocking of raw materials. Such extra credit loans w8y be negotiated if -
approved by higher councils. :

5. Credit loans of other types, such as might be needeq to cover unan-
ticipated expenses for repairs or replacements.

The determination of the amount of working capital needed will now be 4is~
cusseds Working capital is indispensible, but the amount should be neither
too smallk nor too large. Therefore a certain order of procedure should be

vhat is referred to when the term fixed amount of working capital is used. The

items that need to be taken into account are as follows: rayw waterials ang

other important materials; 8ccessory materials; fuel; packing waterials; goods : A}
in process of production; company-wade semifinished articles; finisheq prod-

ucts; sundry "parts"; lov-priced materials or articles and those that deterio-

rate rapidly or are fragile, like glassvare; and éxpenses to be allocated, Up-

der this last heading are such items 86 expense of research and improvements

that should be prorated as future charges; advance payment of taxes or trans-

portation costs; marketing costs, such as advertising, office supply stocks,

and others.

‘For an expanding industry, the amount of working capital needed should be
estimated for each quarter and so provided, rather than to take an average for
the whole year; or else, take as the Tixed amount of working capital the sum
needed for the smallest quarter, and provide for the larger quarters by means
of seasonal increments.

The formula now sanctioned for use in calculating the depreciafion rate
of fixed capital is as follows: the rate of depreciation equals the full re-

salvage plus the expense of dismantling and removal plus major repair expenses
divided by the full replacement value of the asset times the number of Yyears
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. The value of the fixed capital can be regarded as either the original
cost or value, or the present replacement value or cost. The government has
ordered that for the value of the fixed capital the present replacement value ¥

Or cost should be uged in the formula when calculating rate of depreciation. |ﬁ¥ R
This has two advantages. One ig that the rate will be the same for both older VE .
and newer equipment ang it nekes replacement easier; the other advantage is ‘b ';

that it facilitates calculationg concerning the degree of depreciation ang the .
amount of funds estimated to be required for replacement at any given time,

H. Planning Capital Construction

In & socialist country, or one based on the principles of the New Democ-
racy, the objectives in the natter of capital construction are different from
those in capitalistic countries. In the latter, the mein considerations are

profit, degree of risk, and possibility of investment recovery. In Chind, the
( omain objectives should be as follows:

1. The rational development of Productive capacity, so as to safeguard
the national economy and lead to the balanced development of agriculture,

in-
dustry; and transpertation,

2. The baldnceq development of steel production, factories'manufacturing
machinery, and other steel-consuming industries.

3« The optimum diversification of industries and their proper geographi-
cal distribution throughout the country, instead of having 70 percent of them
concentrated near the Seacoast, as was the case during the period of China's | i
semicolonial, status, It is also desirable that industrial plants be located !
near the sources of raw materials and alse near the principal. markets,

b, The economic development of the minority nationalities.

5. The strengthening of the national defense, and the raising of the K
pPeople's material ang cultural levels.

There are three sorts of capital construction -- new construction, ex-
pansion or 1mprovement, and restoration. From the relative amounts of funds
appropriated “or various projects, there may ve discerned the trend of develop-

o ; \
Capital construction projects are divided into two main categories, The ! F

first comprises those whose planned total investment is below a set quota or

celling., Official agencies on or below the level of a ministry of the central

government are authorized to handle such projects. The other category com-

brises.projects whose planned total investuent is above the ceiling adopted

for the first category. Authority to handle these pProjects is reserved to the

Government Administration Council and its Finance and Economic Committee, For

projects in the first category, the ceiling set for a capital construction

project in the field of heavy industry is 50 billion yuan; of machinery manu-

facturing, 30 billion yuan; of light industry, 15 billion yuan; ‘of flour mill-

ing, 5 billion yuan; of textile plants, 30 villiop yuan.

ital construction projects have been laid down in Article 15 of the "Provi-
sional Measures for Capital Construction Work," issued by the Govermment Admin-
istration Council's Committee of Financial apd Economic Affairs on 9 January
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The construction costs of a project and the investment in a project are
not the same thing, and they should not be confused. The former pertains to

construction only, while the latter, besides construction, includes the pur- -‘ v J
chasge and' installation of equipment and furnishings. Capital construction A 1
may be broken down into the following components: ;“ : .
e
1. Engineering structures .

2. Engineering installations '
3« ' Permanent machine installations !

4. Non-fixed machine installations : L E 2
5. Tools, apparatus and instruments

6. Investigations, surveys, research ang operational planning and other: |
({ work pertaining to basie construction

I. Inspection and Supervision of the Execution of the Project

Once approved, plans have the force of law and must be adhered to
strictly, whatever the difficulties, Nevertheless, it is to be expected that
problens will be encountered in the course of construction, and modifications
of the plans may have to be made to meet the situation, but only upon formal
sanction by the proper authorities. Provision must be made for continual su-

) prervision of the wanagement of the funds ang inspection of wmaterials and work-
manship to-insure that the project is brought to a successful completion.

-END -
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